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CHAPTER 70.
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES; INPATIENT HOSPITAL

CARE.

PART V.

INPATIENT HOSPITAL PAYMENT SYSTEM.

Artide 1.

Application of Payment Methodologies.

12 VAC 30-70-200. AppHeation-of-payrnent-methodologies. (Repealed.)
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Article 2

Transition Period.

12 VAC 30-70-210. Fransition-period+reimbursementrules. (Repealed.)
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12 VAC 30-70-240. Caleulation-of standardized-costsper—case. (Repealed.)




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

12 VAC 30-70-200 through 12 VAC 30-70-499.
id I Virciriaeat

oncf . .

Reviea-Couneit
Medicxewageindecfor ~ Federa-Register
each-hespital
Medic¥eGAFforesch Federd-Regiser
hospitdl
RCCforeschhospitd ~ Medicaid Cost

Report Database
Case-mixindecforeash ~ Caledlated
hospital
Totdhnumberof groupable  Claims Database
cases
Totahnurmber of Claims Database
ungroupable cases
Totdnumberof ransfer~ Claims Database

Page 16 of 72




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page17of 72




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page180f 72




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services
Page190f 72

12 VAC 30-70-200 through 12 VAC 30-70-499,
12 VAC 30-70-260. [Reserved] (Repealed.)

12 VAC 30-70-270. Hespital-specific-operatingratepercase: (Repealed.)

12 VAC 30-70-280. [Reserved} (Repealed.)

12 VAC 30-70-290. Qutliers. (Repealed.)
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12 VAC 30-70-330. Caleulation-of-statewide operatingrate per-day- (Repealed.)




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page280f 72

12 VAC 30-70-350. [Reserved] (Repealed.)

12 VAC 30-70-360. Hrdirect-medical-education-{(HM-E)- (Repealed.)
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12 VAC 30-70-390. [Reserved] (Repealed.)
Article 4.
- . hodoloav.
12 VAC 30-70-201. Application of payment methodologies.

A. The gate agency will pay for inpatient hospital sarvices in generd acute care hospitds, rehabilitation

hospitals, and freestanding psychiatric facilities licensed as hospitdls under a prospective  payment

methodology.  This methodology uses both per case and per diem payment methods. Article 2 (12VAC

30-70-221 et s20.) describes the prospective payment methodology, including both the per case and the

per diem methods.

B. Article 3 (12VAC 30-70-400 et seq.) describes a per diem methodology that applied to a portion of

payment to generd acute care hospitds during state fisca years 1997 and 1998, and that will continue to

apply to patient says with admisson dates prior to July 1, 1996. Inpatient hospital services that are

provided in long stay hospitals and sate-owned rehabilitation hospitals shal be subject to the provisons

of Supplement 3 (12 VAC 30-70-10 through 12 VAC 30-70-130). Mnticlaimscan-be processed-and

C. Trangplant sarvices shall not be subject to the provisons of this part. These services shdl continue to

be subject to 12 VAC 30-50-100 through 12 VAC 30-50-310 and 12 VAC 30-50-540.
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12 VAC 30-70-205. [Priorneticeof-onsetof clai

Artide 2.

Prospective (DRG-Based) Payment Methodology.

12 VAC 30-70-211. (Reserved.)

12 VAC 30-70-221. General.

A. Effective July 1, 999 2000 ], the prospective (DRG-based) payment system described in this aticle

shdl apply to inpatient hospita services provided in enrolled general acute care hospitals, rehabilitation

hospitals, and freestanding psychiatric facilities licensed as hospitals, unless otherwise noted.

B. The following methodologies sl apply under the prospective payment system:

1. As sipulated in 12 VAC 30-70-231, operating payments for DRG cases that are not transfer cases

shdl be determined on the bass of a hospital specific operating rate per case times rdative weght of

the DRG to which the caseis assgned.

2. As dipulated in 12 VAC 30-70-241, operating payments for per diem cases shal be determined on

the bads of a hospitd specific operating rate per day times the covered days for the case with the

exception of payments for per diem cases in freetanding psychiatric facilities. Payments for per diem

casss in freesanding psychiatric facilities licensed as hospitds shal be determined on the bass of a

hospital specific rate per day that represents an al-indusive payment for operating and capital costs.




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page320f 72

12 VAC 30-70-200 through 12 VAC 30-70-499.
3. As dipulated in 12 VAC 30-70-251, operating payments for transfer cases shal be determined as

folows: (i) the trandfarring hospitd shall receve an operating per diem payment, not to exceed the

DRG opeaing payment that would have otherwise been made and (ii) the find discharging hospita

shdl recaeive the full DRG operating paymernt.

4. As dipulated in 12 VAC 30-70-261, additiond operating payments shal be made for outlier cases.

These additiond payments shall be added to the operating payments determined in subdivisons 1 and

3 of this subsection.

5. As dipulated in 12 VAC 30-70-271, payments for capita costs shall be made on an adlowable cost

basis.

6. As dipulated in 12 VAC 30-70-281, payments br direct medical education costs shal be made on

an alowable cos basis.

7. As dipulaed in 12VAC 30-70-291, payments for indirect medica education coss shdl be made

quarterly on a prospective bass.

8. As sipulated in 12VAC 30-70-301, payments to hospitals that qudify as disproportionate share

hospitas shal be made guarterly on a prospective basis.

C. Theterms used in this article shdl be defined as provided in this subsection:

“Base year” means the sate fiscd year for which data is used to establish the DRG rdative weights, the

hospital  case-mix _indices, the base yvear sandardized operating costs per case, and the base vear

dandardized operating costs per day. The base year will change when the DRG payment system is

rebased and recdibrated. In subsequent rebasing, the Commonwedth shdl notify affected providers of




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page330f 72

12 VAC 30-70-200 through 12 VAC 30-70-499.
the base year to be used in this caculation.

¥Year 1997] In subseguent rebasings, the Commonwedth shall notify affected providers of the base year

to be used in this caculation.

“Base year standardized codts per case’ reflects the statewide average hospital costs per discharge for

DRG casss in the base year. The sandardization process removes the effects of case-mix and regiond

variations in wages [and-geography] from the claims data and places al hospitals on a comparable basis.

“Base year sandardized codts per day” reflects the statewide average hospital costs per day for per diem

caes in the base year. The sandardization process removes the effects of regiona variaions in wages

[and—geography ] from the dams data and places dl hospitals on a comparable bads. Base vear

standardized codsts per day were caculated separately, but usng the same cdculation methodology, for the

different types of per diem casesidentified in this subsection under the definition of "per diem cases.”

“Cog” means dlowable cost as defined in Supplement 3 (12 VAC 30-70-10 through 12 VAC 30-70-

130) and by Medicare principles of rembursement.

“Digproportionate share hospitd” means a hospital that meets the following criteria

1. A Medicad utilization rate in excess of 15%, or a low-income patient utilization rae exceading

25% (as defined in the Omnibus Budoget Reconciliation Act of 1987 and as amended by the Medicare

Catastrophic Coverage Act of 1988); and

2. At least two obgericians with staff privileges at the hospita who have agreed to provide obstetric

sarvices to individuds entitled to such sarvices under a state Medicaid plan. In the case of a hospita

located in a rurd area (that is, an area outsde of a Meropolitan Statisticd Area as defined by the
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Executive Office of Management and Budget), the term “obdetrician” incdludes any physcian with

staff privileges at the hospita to perform nonemergency obstetric procedures.

3. Number 2 of this definition does not apply to a hospitd ;

a At which the inpatients are predominantly individuas under 18 years of age; or

b. Which does not offer nonemergency obstetric services as of December 21, 1987.

"DRG cases’ means medica/aurgical cases subject to payment on the basis of DRGs. DRG cases do

not include per diem cases.

“DRG rdative weight” means the average sandardized costs for cases assigned to that DRG divided by

the average standardized costs for cases assigned to al DRGs.

"Groupable cases’ means DRG cases having coding data of sufficient qudity to support DRG

assgnment.

“Hospital case-mix_index” means the weighted average DRG rddive weight for al cases occurring at

that hospitdl.

“Medicaid utilization percentage’ is egud to the hospitd’s tota Medicaid inpatient days divided by the

hogpitd’s totd inpatient days for a given hospitd fiscd year. The Medicad utilization percentage

indudes days associated with inpatient hospital services provided to Medicaid patients but rembursed by

capitated managed care providers.

“Medicare wage index” and the “Medicare geographic adjusment factor” are published annudly in the

Federd Repiser by the Hedth Care Financing Administration. The indices and factors used in this artide

shdl bethosein effect in the base year.
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“Operating cost-to-charge ratio” equas the hospitd’'s total operating codts, less any applicable operating

costs for a psychiatric DPU, divided by the hospitd’s total charges, less any applicable charges for a

psychiatric DPU. [The operating cost-to-charge ratio shal be cdculated usng data from cost reports from

hospitd fiscd years ending in the date fisca year used as the base year]. [Hathe base year—this ratio-shall

“Outlir adjusment factor” means a fixed factor published annudly in the Fedard Regiger by the

Hedth Care Financing Adminigration. The factor used in this aticle shdl be the one in effect in the base

year.

“Outlier cases’ means those DRG cases, induding trandfer cases, in which the hospitd’s adjusted

operating cost for the case exceeds the hospita’ s operating outlier threshold for the case.

“Outlier operating fixed loss threshold” means a fixed dollar amount applicable to al hospitds thet shdl

be caculated in the base year s0 as to result in an expenditure for outliers operating payments equa to

5.1% of totd operating payments for DRG cases. The threshold shall be updated in subsequent years

usng the same inflation vaues applied to hospita rates.
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“Per diem cases’ means cases subject to per diem payment and include (i) covered psychiatric cases in

genad acute care hospitds and diginct pat units (DPUs) of generd acute care hospitds (hereinafter

“acute care psychiatric cases’), (ii) covered psychiatric cases in freesanding psychiatric facilities licensed

as hospitds (hereinafter “freestanding psychiatric cases’), and (iii) rehabilitation cases in genera  acute

care hospitals and rehabilitation hospitas (heraeinafter “rehabilitation cases’).

“Psychiatric cases’ means cases with a principd diagnoss that is a mental disorder as specified in the

ICD-9-CM. Not dl menta disorders are covered. For coverage information, see Amount, Duration, and

Scope of Sarvices, Supplement 1 to Attachment 3.1 A&B (12 VAC 30-50-95 through 12 VAC 30-50-

310). The limit of coverage of 21 days in a 60-day period for the same or smilar diagnoss shal continue

to apply to adult psychiatric cases.

“Psychiatric operating cos-to-charge ratio” for the psychiatric DPU of a generd acute care hospita

means the hospita’s operating costs for a psychiatric DPU divided by the hospitd’s charges for a

psychiatric DPU. In the base year, this ratio shall be caculated as described in the definition o "operating

cost-to-charge ratio” in this subsection, using data from psychiatric DPUs.

“Readmissons’ occur when patients are readmitted to the same hospitd for the same or a smilar

diagnods within five days of discharge. Such cases shdl be consdered a continuation of the same day

and shdl not be trested as a new cae. Smilar diagnoses shal be defined as ICD-9-CM diagnosis codes

possessing the same firs three digits.

"Rehabilitation operating cost-to-charge ratio” for a rehabilitation unit or hospitl means the provider's

operating cods divided by the provide's charges. In the base year, this ratio shdl be cdculated as
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described in the definition of "operating cos-to-charge ratio" in this subsection, usng data from

rehabilitation units or hospitals.

“Satewide average labor portion of operating costs’ means a fixed percentage applicable to dl

hogpitdls.  The percentage shdl be periodicdly revised usng the most recent rdiable data from the

VirginiaHedth Information (\VHI), or its successor.

"Trander caes’ means DRG cases involving patients (i) who are trandferred from one generd acute

care hospital to ancther for related care or (i) who are discharged from one general acute care hospital and

admitted to another for the same or a Smilar diagnoss within five days of that dischage. Smilar

diagnoses shall be defined as |CD-9-CM diagnoss codes possessing the same firdt three digits.

“Type Ong’ hospitdls means those hospitals that were sate-owned teaching hospitds on January 1,

1996. “Type Two’ hospitas means dl other hospitals.

“Ungroupable cases’ means cases assigned to DRG 469 (principd diagnoss invdid as discharge

diagnoss) and DRG 470 (ungroupable) as determined by the AP-DRG Grouper.

D. The All Paient Diagnoss Rdated Groups (AP-DRG) Grouper shdl be used in the DRG payment

sysem. [A Until 1 natification of a change is given,

Versgon 14.0 of this grouper shdl be used. DMAS shdl notify hospitds when updating the system to later

grouper versons.

E. The primary data sources used in the devdopment of the DRG payment methodology were the

depatment’s hospital computerized cdams higory file and the cos report filee The dams higory file

captures available cdams data from dl enrolled, cod-reporting generd acute care hospitals, including
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Type One hospitdls. The cost report file captures audited cost and charge data from al enrolled generd

acute care hospitds, including Type One hospitdls.  The following table identifies key data dements that

were used to devedop the DRG payment methodology and that will be used when the sysem is

recalibrated and rebased.

Data Elements for DRG Payment Methodol ogy

Data Elements Source

Totd chargesfor each Clamshigory

groupable case file

Number of groupable casesin Clamshigsory

each DRG file

Tota number of groupable Clamshigory

cases file

Tota chargesfor each DRG Clamshigory

case file

Tota number of DRG cases Clamshigory
file

Total charges for each acute Clamshigory

care psychiatric case file
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Tota number of acute care Clamshigory

psychiatric days for each acute file

care hospital

Totd chargesfor each [Claimshistory-file

freestanding psychiatric case Medicare cost
reports

Totd number of psychiatric [Claimshistory-file

daysfor each freestanding Medicare cost

psychiatric hospita reports

Totd chargesfor each Clamshigory

rehabilitation case file

Totd number of rehabilitation Clamshigory

daysfor each acute care and file

freesanding rehabilitation

hospital

Operating cost-to-charge ratio Codt report file

for each hospita

Page390f 72
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Operating cost-to-charge ratio [v= Medicare
for each freestanding cost reports]
psychiatric facility licensed as a

hospital

Psychiatric operating cost-to- Codt report file
charge ratio for the psychiatric

DPU of each generd acute care

hospital

Rehabilitation cost-to-charge Codt report file
ratio for each rehabilitation unit

or hospita

Statewide average labor portion VHI

of operating costs

M edicare wage index for each Federal Register
hospital

Medicare geographic Federd Register
adjustment factor for each

hospital

Outlier operating fixed loss ClamsHigory
threshold Fle
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Outlier adjustment factor Federal Register

12 VAC 30-70-231. Operating payment for DRG cases.

A. The opeding payment for DRG cases that are not trandfer cases shdl be equd to the hospita

Soecific operating rate per case, as determined in 12 VAC 30-70-311, times the DRG rdative weight, as

determined in 12 VAC 30-70-381.

B. Exceptions.

1. Specid provisons for caculating the operating payment for transfer cases are provided in 12 VAC

30-70-251.

2. Readmissons shdl be consdered a continuation of the same stay and shall not be treated as a new

case.

12 VAC 30-70-241. Operating payment for per diem cases.

A. The operating payment for acute care psychiatric cases and rehabilitation cases shdl be egud to the

hospitd specific operating rate per day, as determined in subsection A of 12 VAC 30-70-321, times the

covered days for the case.

B. The payment for freestanding psychiatric cases shdl be equd to the hospita specific rate per day for

freesanding psychiatric cases, as determined in subsection B of 12 VAC 30-70-321, times the covered

daysfor the case.

12 VAC 30-70-251. Operating payment for transfer cases.

A. The operating payment for transfer cases shal be determined as follows:
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1. A trandering hospita shadl recave the lessar of (i) a per diem payment egud to the hospitd’'s

DRG opeaing payment for the case, as determined in 12 VAC 30-70-231, divided by the arithmetic

mean length of say for the DRG into which the case fdls times the length of say for the case a the

tranderring hospitd or (i) the hospitd’s full DRG opeaating payment for the case, as determined in

12 VAC 30-70-231. The trandearing hospitd shal be digible for an outlier operating payment, as

oecified in 12 VAC 30-70-261, if applicable criteria are satisfied.

2. The find dischaging hospitd shdl recave the hospitd’s full DRG operating payment, as

determined in 12VAC 30-70-231. The find discharging hospitd shdl be digible for an outlier

operating payment, as specified in 12 VAC 30-70-261, if applicable criteria are satisfied.

B. Exceptions.

1. Casssfdling into DRG 456, 639, or 640 shall not be treated as transfer cases. Both the transferring

hospita and the find discharging hospital shdl receive the full DRG operating payment.

2. Cases trandferred to or from a psychiatric or rehabilitation DPU of a generad acute care hospita, a

freesanding psychiatric facility licensed as a hospitd, or a rehabilitation hospital shal not be trested

as transfer cases.

12 VAC 30-70-261. Outlier operating payment.

A. An outlier operating payment shdl be made for outlier cases. This payment shal be added to the

operating payments determined in 12 VAC 30-70-231 and 12 VAC 30-70-251. Hligbility for the outlier

operating payment and the amount of the outlier operating payment shall be determined as follows:
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1. The hospitd’ s adjusted operating cost for the case shal be etimated. This shdl be equd to the

hospitd’s tota charges for the case times the hospitd’s operating cost-to-charge ratio, as defined in

subsection C of 12 VAC 30-70-221, times the adjusment factor specified in 12 VAC 30-70-331 B.

2. The adjusted outlier operating fixed loss threshold shal be caculated as follows:

a The outlier operating fixed loss threshold shal be multiplied by the Satewide average labor

portion of operating cods, vidding the labor portion of the outlier operating fixed loss threshold.

Hence, the nonlabor portion of the outlier operating fixed loss threshold shdl congitute one minus

the datewide average labor portion of opeating codss times the outlier operating fixed loss

threshold.

b. The labor portion of the outlier operating fixed loss threshold shal be multiplied by the hospitd’'s

Medicare wage index, vidding the wage adjusted labor portion of the outlier operating fixed loss

threshold.

c. The wage adjusted labor portion of the outlier operating fixed loss threshold shall be added to the

nonlabor portion of the outlier operating fixed loss threshold, vidding the wage adjusted outlier

operating fixed loss threshold.

3. The hospitd’s outlier operating threshold br the case shdl be cdculated. This shal be equa to the

wage adjused outlier operating fixed loss threshold times the adjusment factor specified in 12 VAC

30-70-331 B plus the hospitd’s operating payment for the case, as determined in 12 VAC 30-70-231

or 12 VAC 30-70-251.
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4. The hospitd’s outlier operating payment for the case shal be cdculated. This shal be egud to the

hospitd’s adjusted operating cost for the case minus the hospita’s outlier operating threshold for the

cae. If the difference is less than or eguad to zero, then no outlier operating payment shal be made.

If the difference is greater than zero, then the outlier operating payment shal be egud to the difference

times the outlier adjustment factor.

B. Anilludraion of the above methodology isfound in 12 VAC 30-70-500.

C. The outlier operating fixed loss threshold shdl be recdculated usng base year data when the DRG

payment sysem is recdibrated and rebased. The threshold shall be caculaed s0 as to result in an

expenditure for outlier operating payments equa to 5.1% of totd operaing payments, including outlier

operating payments, for DRG cases.  The methodologqy described in subsection A of this section shdl be

applied to Al base year DRG cases on an aggregate bads, and the amount of the outlier operating fixed

loss threshold shdl be caculated s0 as to exhaust the available pool for outlier operating payments.

12 VAC 30-70-271. Payment for capital costs.

Capita ] costs

shdl continue to be paid on an dlowable cost bass and sdtled a the hospitd’s fiscd year end, following

the methodoloqgy described in Supplement 3 (12 VAC 30-70-10 through 12 VAC 30-70-130).

B. The exception to the policy in subsection A of this section is that the hospitd specific rate per day

for savices in freestanding psychiatric facilities licensed as hospitals, as determined in 12 VAC 30-70-

321 B, shdl be an dl-inclusive payment for operating and capital cods.
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[B C] . Until prospective payment for capitd cods is implemented, the provisons of 12 VAC 30-70-70

regarding recapture of depreciation shdl remain in effect.

12 VAC 30-70-281. Payment for direct medical education costs.

rect Direct | medica education shdl continue

to be pad on an dlowable cost bass. Payments for direct medica education costs shdl be made in

estimated quarterly lump sum amounts and settled at the hospital’ s fiscd year end.
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payment for direct medica education (DMedEd) costs shall be the sum of the fee-for-service DMedEd

payment and the managed care DMedEd payment. Fee-for-service DMedEd payment is the ratio of

Medicaid inpatient codsts to total allowable codts, times total DMedEd costs. Managed care DMedEd

payment is equa to the managed care days times the ratio of fee-for-service DMedEd payments to fee-for-

sarvice days. |

C. Direct medicad education shdl not be a reambursable cog in freesanding psychiatric facilities

licensed as hospitals.

12 VAC 30-70-291. Payment for indirect medical education costs.

A. Hoxpitds shdl be digible to receve payments for indirect medicd education. These payments

recognize the increased use of ancillary services associated with the educational process and the higher

case-mix intendty of teaching hospitals. The payments for indirect medica education shdl be made in

esimated quarterly lump sum amounts and settled at the hospital’ s fiscal year end.

B. Find payment for IME shdl be determined asfollows;

1. Type One hospitds shal receve an IME payment equa to the hospitd’s Medicaid operating

reimbursement times an IME percentage determined as follows:

IME Percentage for Type One Hospitals =[1.89 x ((1 + r) %% - 1)]
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2. Type Two hospitds shdl receive an IME payment equa to the hospitd’'s Medicad operating

reimbursement times an IME percentage determined as follows:

IME Percentage for Type Two Hospitals = [1.89 x ((1 + r) °4% - 1)] x 0.4043

In both eguations, r is the ratio of full-time eguivdent resdents to daffed beds, excluding nursery

beds. The IME payment shdl be cdculated each year usng the most recent rdiable data regarding the

number of full-time equivalent residents and the number of staffed beds, excluding nursery beds.

C. An additiond IME payment shdl be made for inpatient hospita savices provided to Medicaid

patients but reimbursed by capitated managed care providars.  This payment shal be egud to the

hospital’s hospitd  specific operating rate per case, as determined in 12 VAC 30-70-311, times the

hospitd’s HMO paid discharges times the hospita’s IME percentage, as determined in subsection B of

this section.

12 VAC 30-70-301. Payment to disproportionate share hospitals.

A. Payments to disproportionate share hospitals (DSH) shall be prospectively determined in advance of

the sate fisca year to which they apply. The payments shdl be made on a quarterly bass, shdl be find,

and shdl not be subject to settlement except when necessary due to the limit in subsection [E D ] of this

section.

B. Hospitds qudifying under the 15% inpaient Medicaid utilization percentage shdl receive a DSH

payment based on the hospitd’ s type and the hospitd’s Medicaid utilization percentage.

1. Type One hospitals shal receive a DSH payment egud to the sum of (i) the hospitd’s Medicaid

utilization percentage in excess of [35% 105% ], times [332 17 ], times the hospitd’s Medicad
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operating rembursement, times 14433 and (ii)) the hospitd’'s Medicad utilization percentage in

excess of [30% 21% ], times [41 17 ], times the hospitd’s Medicad operating reimbursement, times

1.4433.

2. Type Two hospitals shdl receive a DSH payment equa to the sum of (i) the hospitd’s Medicaid

utilization percentage in excess of [415% 105% 1, times the hospitd’'s Medicad operating

rembursement, times 1.2074 and (ii) the hospitd’s Medicad utilization percentage in excess of 0%

21% ], times the hospital’ s Medicaid operating reimbursement, times 1.2074.

C. Hospitas qudifying under the 25% low-income patient utilization rate shdl receve a DSH payment

based on the hospitd’ s type and the hospita’ s low-income utilization rate.

1. Type One hospitas shall recelve aDSH payment equd to the product of the hospitd’s low-income

utilization in excess of 25%, times [22 17], times the hospital’ s Medicaid operating reimbursement.

2. Type Two hospitals shdl receive a DSH payment equal to the product of the hospitd’s low-income

utilization in excess of 25%, times the hospital’ s M edicaid operating reimbursement.

3. Cdculation of a hospitd’s low-income patient utilization percentage is defined in 42 USC 8 1396r-

4(b)(3).

D. No DSH payments shdl exceed any applicable limitations upon such payments edtablished by

federd law or regulations and OBRA 1993 813621. A DSH payment during a fisca year shdl not exceed

the sum of:

1. Medicad dlowable costs incurred during the year less Medicaid payments, net of disproportionate

share payment adjustments, for services provided during the year. Cods and payments for Medicad
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recipients enrolled in capitated managed care programs shall be consdered Medicad costs and

payments for the purposes of this section.

2. Cogds incurred in sarving persons who have no insurance less payments received from those

patients or from a third paty on behdf of those paients. Payments made by any unit of the

Commonwedth or locad government to a hospita for services provided to indigent patients shal not

be considered to be a source of third party payment.

E. Each hospitd’s digibility for DSH payment and the amount of the DSH payment shdl be cdculated

[each—year a the time of each rebasng 1 udng the mog recent rdiable utilization data and projected

opaaing rembursement daia avalable  The utilization data used to determine digibility for DSH

payment and the amount of the DSH payment shdl incdude days for Medicad recipients enrolled in

capitated managed care programs. [In years when DSH payments are not rebased in the way described

above, the previous year' s amounts shall be adjusted for inflation.]

1. Each hospitd with a Medicaid-recognized Neonatd Intensve Care Unit (NICU), a unit having had

a unigue NICU operating cost limit under subdivison 6 of 12VAC 30-70-50, shdl have its DSH

payment cdculated separately for the NICU and for the remainder of the hospitad as if the two were

separate and diginct providers.  This cdculation shdl follow the methodology provided in 12 VAC

30-70-[ 3606 301.]

2. For freestanding psychiatric facilities licensed as hospitals, DSH payment shdl be based on the

mos recently settled Medicare cost report avallable before the beginning of the sate fiscd year for

which apayment is being calculated.




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page500f 72

12 VAC 30-70-200 through 12 VAC 30-70-499.
12 VAC 30-70-311. Hospital specific operating rate per case.

The hospitd specific operating rate per case shal be equa to the labor portion of the statewide operating

rate per case, as determined in 12 VAC 30-70-331, times the hospitd’s Medicare wage index plus the

nonlabor portion of the statewide operating rate per case.

12 VAC 30-70-321. Hospital specific operating rate per day.

A. The hospitd specific operating rate per day shadl be equd to the labor portion of the datewide

operating rate per day, as determined in subsection A of 12 VAC 30-70-341, times the hospitd’s Medicare

wage index plus the nonlabor portion of the statewide operating rate per day.

B. The hospital specific rate per day for freestanding psychiatric cases shal be equa to the hospita

specific operating rate per day, as determined in subsection A of this section plus the hospita specific

capital rate per day for freestanding psychiatric cases.

C. The hospitd specific capitd rate per day for freestanding psychiatric cases shdl be equd to the

Medicare geographic adjusment factor for the hospitd's geographic area, times the satewide capitd rate

per day for freestanding psychiatric cases.

D. The daewide capitd rate per day for freesanding psychiatric cases shdl be equd to the weighted

average of the GAF-gandardized capitd cost per day of freestanding psychiatric facilities licensed as

hogpitals.

E. The capitd cos per day of freesanding psychiatric facilities licensed as hospitds shdl be the

average charges per day of psychiatric cases times the ratio tota capitd cost to totad charges of the

hospital, usng data available from [MHI Medicare cost report 1.




Dept. of Medicd Assstance Services
Methods and Standards for Establishing Payment Rates-Inpatient Hospital Services

Page 51 of 72
12 VAC 30-70-200 through 12 VAC 30-70-499.

12 VAC 30-70-331. Statewide operating rate per case.

A. The gatewide operating rate per case shall be equal to the base year sandardized operating costs per

cax, as determined in 12 VAC 30-70-361, times the inflation values specified in 12 VAC 30-70-351

times the adjusment factor specified in subsection B of this section.

B. The adjustment factor shdl be determined separately for Type One and Type Two hospitds and shall

be the ratio of the following two numbers;

1. The numerator of the factor is the aggregate totd Medicaid operating payments to affected

hospitas in hospitd fiscd years ending in the [ edlendar—year—ending—shx—months priorto the-start of

the gate fiscalyear used-as-the | base year. [Forexample for gate Fiscal Year 1999 the base vear

2. The denominator of the factor is the aggregate total Medicaid dlowable operating cost as

determined from settled cost reports from the same hospitalsin the same year.

12 VAC 30-70-341. Statewide operating rate per day.

A. The statewide operating rate per day shal be equa to the base year sandardized operating costs per

day, as determined in subsection B of 12 VAC 30-70-371, times the inflation vaues specified in 12 VAC

30-70-351 times the adjustment factor specified in subsection B of this section.

B. The adjusment factor for acute care psychiatric cases and rehabilitation cases shdl be the one

Specified in subsection B of 12 VAC 30-70-331.
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12 VAC 30-70-351. Updating ratesfor inflation.

Each July, the DRI-Virginia moving average vaues as compiled and published by DRI/McGraw-Hill

under contract with the department shall be used to update the base year sandardized operating costs per

cae, as determined in 12 VAC 30-70-361, and the base year standardized operating costs per day, as

determined in 12 VAC 30-70-371, to the midpoint of the upcoming Sate fiscd year. The most current

table available prior to the effective date of the new rates shall be used to inflate base year anounts to the

upcoming rate year. Thus, corrections made by DRI/McGraw-Hill in the moving averages that were used

to update rates for previous sate fiscd years shdl be automaticaly incorporated into the moving averages

that are being used to update rates for the upcoming sate fiscal year.

12 VAC 30-70-361. Baseyear standardized oper ating costs per case.

A. For the purposss of cdculating the base year standardized operating costs per case, base year clams

data for dl DRG cases, including oulier cases, shal be used. Base year dams data for per diem cases

shal not be used. Separate base vear sandardized operating costs per case shal be cdculated for Type

One and Type Two hospitals. In cdculating the base year sandardized operating costs per case, a transfer

cae shdl be counted as a fraction of a case based on the ratio of its length of gay to the arithmetic mean

length of stay for cases assigned to the same DRG as the transfer case.

B. Usng the data dements identified in subsection E of 12 VAC 30-70-221, the following methodology

shall be used to caculate the base year standardized operating costs per case:
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1 The opeaing cods for each DRG case shdl be cdculaed by multiplying the hospitd’s totd

charges for the case by the hospitd’s operating cost-to-charge ratio, as defined in subsection C of

12VAC 30-70-221.

2. The standardized operating costs for each DRG case shall be caculated as follows:

a The opeating cods shal be multiplied by the satewide average labor portion of operating costs,

vidding the labor portion of operating costs. Hence, the nonlabor portion of operating costs shall

condtitute one minus the statewide average labor portion of operating costs times the operating costs.

b. The labor portion of operating costs shal be divided by the hospitd’s Medicare wage index,

yidding the standardized |abor portion of operating cods.

c. The dandardized labor portion of operating costs shal be added to the nonlabor portion of

operating cods, vidding standardized operating costs.

3. The case-mix neutral sandardized operating costs for each DRG case shdl be caculated by

dividing the ssandardized operating costs for the case by the hospital’ s case-mix index.

4. The base vear standardized operating cods per case shadl be cdculated by summing the case-mix

neutral sandardized operating cods for al DRG cases and dividing by the total number of DRG cases.

5. The base year standardized operating costs per case shall be reduced by 5.1% to create a poal for

outlier operating payments.  Eligibility for outlier operating payments and the amount of the outlier

operating payments shal be determined in accordance with 12 VAC 30-70-261.

C. Because the current cost report format does not separately identify psychiatric costs, clams data

shall be used to cdculate the base year sandardized operating costs per case, as well as the base year
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gandardized operating costs per day described in 12 VAC 30-70-321. At such time as the cost report

permits the separate identification of psychiatric costs and the DRG payment sysem is recdibrated and

rebased, cost report data shall be used to calculate the base year sandardized operating costs per case and

base year sandardized operating costs per day.

12 VAC 30-70-371. Baseyear standardized operating costs per day.

A. For the purpose of cdculating the base year sandardized operating costs per day, base year clams

data for per diem cases shall be used. Base year claims data for DRG cases shal not be used. Spparate

base year standardized operating costs per day shall be calculated for Type One and Type Two hospitals.

B. Usng the data dements identified in subsection E of 12 VAC 30-70-221, the following methodology

shall be used to caculate the base year sandardized operating costs per day:

1. The operating costs for each per diem case shdl be cdculated by multiplying the hospitd’s tota

charges for the case by the hospitd’s operating cost-to-charge ratio, as defined in subsection C of

12VAC 30-70-221.

2. The standardized operating costs for each per diem case shal be caculated as follows:

a The opaating coss shal be multiplied by the datewide average labor portion of operating cods,

yidding the labor portion of operating coss. Hence, the nonlabor portion of operating costs shdl

condtitute one minus the statewide average labor portion of operating costs times the operating costs.

b. The labor portion of operating costs shdl be divided by the hospitd’s Medicare wage index,

vidding the gandardized |abor portion of operating cods.
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c. The gandardized labor portion of operating cods shall be added to the nonlabor portion of

operating cogts, vidding standardized operating costs.

3. The base vear standardized operating costs per day for acute care psychiatric cases shdl be

cdculaed by summing the sandardized operating costs for acute care psychiaric cases and dividing

by the totd number of acute care psychiatric days. This caculaion shal be repeated separatdy for

freestanding psychiatric cases and rehabilitation cases.

C. For generd acute care hospitals with psychiatric DPUs, the psychiatric operating cost-to-charge ratio

shdll be usad in the above cdculations.

12 VAC 30-70-381. DRG relative weights and hospital case-mix indices.

A. For the purposes of cdculaing DRG rdative weights and hospitd case-mix indices, base vear

clams data for adl groupable cases shdl be used. Base year clams data for ungroupable cases and per

diem cases shdl not be used. In cdeulaing the DRG rdative weights, a trandfer case shall be counted as a

fraction of a case based on the ratio of its length of say to the arithmetic mean length of stay for cases

assigned to the same DRG as the transfer case.

B. Usdng the data dements identified n subsection E of 12 VAC 30-70-221, the following methodology

shdl be used to cdculate the DRG rdative weights:

1. The operating codts for each groupable case shdl be caculated by multiplying the hospitd’s tota

charges for the case by the hospitd’s operating cost-to-charge ratio, as defined in subsection C of
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2. The standardized operating costs for each groupable case shall be caculated asfollows;

a The opaating coss shal be multiplied by the satewide average labor portion of operating cods,

vidding the labor portion of operating coss. Hence, the nonlabor portion of operating costs shall

condtitute one minus the satewide average labor portion of operating costs times the operating costs.

b. The labor portion of operating costs shal be divided by the hospitd’'s Medicare wage index,

yidding the standardized |abor portion of operating costs.

c. The sandardized labor portion of operating cods shall be added to the nonlabor portion of

operating costs, vidding the sandardized operating costs.

[4 3]. The average sandardized cost per DRG shdl be cdculated by [summing dividing ] the

standardized operating costs [and-the-standardizedcapitalcosts ] for al groupable cases in the DRG

[and-dividing that-ameunt] by the number of groupable cases dlasdfied in the DRG.

[5 4]. The average sandardized cost per case shdl be cdculated by [summing dividing | the

standardized operating costs [and-standardized capital costs ] for all groupable cases [apd-dividingthat

ameurt | by the totd number of groupable cases.

[6-5] The average standardized cost per DRG shdl be divided by the average standardized cost per

case to determine the DRG rdative weight.

C. Saidicd outliers shdl be diminated from the cdculaion of the DRG rdaive weghts. Within each

DRG, cases shdl be diminated if (i) ther sandardized cods per case are outside of 3.0 standard
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deviations of the mean of the log didribution of the standardized coss per case and (ii) their sandardized

costs per day are outside of 3.0 sandard deviations of the mean of the log distribution of the sandardized

costs per day. To diminate a case, both conditions must be satisfied.

D. In cdculding the DRG rdaive weghts, a threshold of five cases shdl be st as the minimum

number of cases required to caculate a reasonable DRG rdative weight.  In those insances where there

ae five or fewe cases, the depatment’'s Medicad clams data shal be supplemented with Medicad

cams data from another state or other avallable sources. The DRG rdative weights calculated according

to this methodology will result in an average case weight that is different from the average case weght

before the supplementa clams data was added. Therefore, the DRG rdative weights shdl be normaized

by an adjusment factor so that the averape case weight after the supplementd claims data were added is

equd to the average case weight before the supplementa claims data were added.

E. The DRG rdative weights shall be used to cdculate a case-mix index for each hospitd. The case-

mix index for a hosoitd is cdculaed by summing, across al DRGs, the product of the number of

groupable cases in each DRG and the rdative weight for each DRG and dividing this amount by the totd

number of groupable cases occurring at the hospital.

12 VAC 30-70-391. Recalibration and rebasing policy.

The depatment recognizes that clams experience or modifications in federd policies may require
adjusment to the DRG payment sysem policies provided in this pat. The date agency shdl recalibrate
(evduate and adjus the DRG rdative weights and hospital case-mix indices) and rebase (review and
update the base year standardized operating costs per case and the base year standardized operating costs
per day) the DRG payment system &t least every fether three] year. Recdibration and rebasing shal be

done in
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conaultation with the Medicad Hospita Payment Policy Advisory Council noted in 12 VAC 30-70-490.

When rebasing is caried out, if new rates are not caculated before ther required effective date, hospitas

required to file cost reports and freestanding psychiatric facilities licensed as hospitas shdl be satled a

the new rates, for discharges on and after the effective date of those rates, a the time the hospitals cost

reports for the year in which the rates become effective are settled.

Artide 3.

Other Provisons for Payment of Inpatient Hospital Services.

12 VAC 30-70-400. Determination of per diem rates.

This [aricle section | shdl be applicable to only those claims for discharges prior to July 1, 1999. Each

hospitd's revised per diem rate or rates to be used during the transition period (SFY 1997 and SFY 1998)

shdl be based on the hospitd's previous peer group celling or cellings that were established under the

provisons of 12 VAC 30-70-10 through 12 VVAC 30-70-130, with the following adjusments:

1. All operating cellings will be increased by the same proportion to effect an aggregate increase in
rembursement of $40 million in SFY 1997. This adjustment incorporates in per diem rates the
sysemwide aggregate vaue of payment that otherwise would be made through the payment

adjustment fund. This adjustment will be calculated using estimated 1997 rates and 1994 days.

2. Stating July 1, 1996, operating ceilings will be increased for inflation to the midpoint of the Sae
fiscd year, not the hospitd fisca year. Inflation shdl be based on the DRI-Virginia moving average

value as compiled and published by DRI/McGraw-Hill under contract with DMAS, increased by two
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percentage points per year. The most current table available prior to the effective date of the new rates

shdl be used.

For services to be pad a SFY 1998 rates, per diem rates shdl be adjusted consigtent with the
methodology for updating rates under the DRG methodology (IR2VAC—30-70-370 12VAC

30-70-351).
3. Therewill be no disproportionate share hospital (DSH) per diem.

4. To pay capitd cost through clams, a hospital specific adjustment to the per diem rate will be made.
At settlement of each hospitd fiscd year, this per diem adjustment will be eiminated and capitd shdl

be paid as a pass-through.

5. This methodology shdl be used after the trandtion period to reimburse days of hospitd stays with

admission dates before July 1, 1996.

6. This methodology shal be used after the trandtion period to make interim payments until such time

as the DRG payment methodoloqy is operational.

12 VAC 30-70-410. State univer sity teaching hospitals.

For hogpitds that were date owned teaching hospitals on January 1, 1996, dl the cdculations which
support the determination of hospital specific rate per case and rate per day amounts under the BRG
reimbursament  prospective payment methodology shdl be carried out separately from other hospitds,
using cogt data taken only from gstate university teaching hospitals. Rates to be used effective-July—1-1996;

shdl be determined on the basis of cost report and other applicable data perdaing—to-thefacitityfisca

year—ending—Jdune-30—1993 from the mogt recent year for which reliable data are available a the time of
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12 VAC 30-70-420. Reimbursement of nenenreled noncost-reporting general acute care hospital

providers.

jation. Effective January 1,

noncost-reporting (generd acute care hospitals that are not required to file cost reports) shal be paid based

on DRG rates unadiused for geographic variation increased by the average capitd percentage among
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hospitals filing cost reports in a recent year.] Generd acute care hospitas shdl not file cost reports if they

have less than 1,000 days per year (in the most recent provider fiscd year) of inpatient utilization by

VirginiaMedicaid recipients, inclusive of patients in managed care capitation programs.

Prior approval must be received from DMAS when a referral has been made for trestment to be received
from a nonenrolled acute care facility (in-State or out-of-gtate), except in the case of an emergency or

because medical resources or supplementary resources are more readily available in another date.

[12 VAC 30-70-435. Lump sum payment.

Effective July 1, 2000, the Department of Medica Assstance Services (DMAYS) shal make aone-time,

lump sum payment of $12,243,204 to digible Virginia hospita's participating in the Medicaid program to

mitigate the estimated impact of the rebased Diagnos s Related Groupings rates, effective July 1, 1998, on

each individual hospital for services provided between July 1, 1998, through December 31, 1999. The

payment shal be made in two equd, semi-annual amounts during fiscal year 2001. For purposes of

distribution, each hospitd’ s share of the total amount shal be determined as follows:

a DMAS shdl determine the tota operating payments due each hospital for inpatient hospital

sarvices provided from January 1, 2000, through June 30, 2000, using hospital claims data from

discharges in that period.
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b. DMAS shdl determine the total operating payments that would have been due each hospitd for

the same sarvices, had the inpatient hospital rates and weights applicable in fisca year 1998 been

continued with inflation for fisca years 1999 and 2000.

C. The difference between the two vaues cdculated in (i) and (ii) above, summed across dl

hospitas, isthe “ satewide difference”  Each hospita-pecific difference divided by the statewide

difference is the hospitd-gpecific percent share of the satewide difference.

d. The hospital- specific percent share of the satewide difference, times the tota funds provided by

this appropriation, is the hospita-specific lump sum payment to be paid in two equa semi-annua

payments during fisca year 2001.

2. The Department of Medical Assistance Services shall provide the data used, specific calculation,

and mechanics of the payment adjustment to the Virginia Medicaid Hospitd Policy Advisory Council ]

12 VAC 30-70-440. Repesled.
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12 VAC 30-70-450. Cost reporting requirements.

Except for nenenreled noncod-reporting generd acute care hospitas and freestanding

psychiatric facilities licensed as hospitds, dl hospitds shal submit cost reports. All cost
reports shal be submitted on uniform reporting forms provided by the state agency and
by Medicare. Such cost reports shadl cover a 12-month period. Any exceptions must be
approved by the state agency. The cost reports are due not later than 150 days after the
provider's fisca year end. All fiscal year end changes must be approved 90 days prior to
the beginning of a new fiscd year. If a complete cost report is not received within 150
days after the end of the provider's fiscal year, the program shdl teke action in
accordance with its policies to ensure that an overpayment is not being made. When cost
reports are delinquent, the provider's interim rate shal be reduced to zero. The reductions
shdl gat on the firs day of the following month when the cost report is due. After the
ddlinquent cost report is received, desk reviewed, and a new prospective rate established,
the amounts withheld shal be computed and pad. If the provider fals to submit a
complete cost report within 180 days after the fiscd year end, a pendty in the amount of
10% of the baance withheld shdl be forfeited to the state agency. The cost report will be

judged complete when the sate agency has dl of the following:
1. Completed cost reporting form or forms provided by DMAS, with sgned
certification or certifications.

2. The provider's trid baance showing adjusting journa entries.
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3. The provider's financid satements including, but not limited to, a bdance shest, a

gatement of income and expenses, a Satement of retained earnings (or fund baance),
a datement of changes in financid pogtion, and footnotes to the financid Statements.

Multi-level facilities shal be governed by subdivison 5 of this subsection

4. Schedules which reconcile financid datements and trid balance to expenses

clamed in the cost report.
5. Hospitals which are part of achain organization must dso file:
a Home office cost report;

b. Audited consolidated financid satements of the chain organizaion incduding the
auditor's report in which he expresses his opinion or, if circumstances require,
discdams an opinion based on genedly accepted auditing dandards, the

management report, and footnotes to the financia statements;

c. The hospitd's financid statements including, but not limited to, a badance shedt, a
datement of income and expenses, a daement of retaned earnings (or fund

balance), and a statement of cash flows;

d. Schedule of redtricted cash funds that identify the purpose of each fund and the

amount;

e. Schedule of investments by type (stock, bond, etc.), amount, and current market

vaue,
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6. Such other andytica information or supporting documents requested by the State

agency when the cost reporting forms are sent to the provider.
12 VAC 30-70-460. Hospital settlement.

A. During the trangtion period clams will be processed and tentative payment made
usng per diem rates. Settlements will be carried out to ensure that the correct blend of
DRG and per diembased payment is receved by each gened acute care and
rehabilitation hospitd and to settle rembursement of pass-through costs. There shal be
no setlement of freestanding psychiaric fadlities licensed as hospitals except with
respect to disproportionate share hospitd (DSH) payment, if necessary (see 12MAGC

30-70-210 12 VAC 30-70-301 E 3).

B. The trandtion blend percentages which determine the share of DRG sysem and of
revised per diem sysem rembursement tha is gpplicable in a given period shdl change

with the change of the state fiscd year, not the hospitd fisca year.

C. If a hospitd's fiscad year does not end June 30, its first year ending after June 30,
1996, contains one or more months under the previous methodology, a "split" settlement
dhdl be done of that hospital's fiscad year. Services rendered through June 30, 1996, shdl
be rembursed under the previous reimbursement methodology and services rendered

after June 30, 1996, will be rembursed as described in subsection G of this section.

D. For cases subject to settlement under the blend of DRG and per diem methodologies
(cases with an admission date after June 30, 1996), the date of discharge determines the

year in which any inpatient service or clam rdated to the case shdl be settled. This shdl
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be true for both the DRG and the per diem portions of settlement. Interim cams

tentatively paid in one hospitd fiscd year that rdlae to a discharge in a laer hospitd
fiscd year, shdl be voided and reprocessed in the latter year so that be interim dam
shdl not be included in the settlement of the firgt year, but in the settlement of the year of
discharge. An exception to this shdl be rehabilitation cases, the clams for which shdl be

stled in the year of the "through” date of the clam.

E. A sngle group of cases with discharges in the gppropriate time period shdl be the
basis of both the DRG and the per diem portion of settlement. These cases shdl be based
on clams submitted and, if necessary corrected by 120 days after the providers FYE.
Cases which are based on clams that lack sufficient information to support grouping to a
DRG category, and which the hospita cannot correct, shdl be settled for purposes of the

DRG portion of settlement based on the lowest of the DRG weights.

F. Rembursement for sarvices in freestanding psychiaric facilities licensed as

hospitals shal not be subject to settlement.

G. During the trangtion period settlements shal be carried out according to the

fallowing formulas.
1. Settlement of a hospita'sfirst fiscd year ending after July 1, 1996:
a Operating rembursement shdl be equd to the sum of the following:

(1) Pad days occurring in the hospitd's fiscd year before July 1, 1996, times the

per diem in effect before July 1, 1996.
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(2) Paid days occurring after June 30, 1996, but in the hospitd fisca year, that are

related to admissions that occurred before July 1, 1996, times the revised system

per diem that is effective on July 1, 1996.

(3) DRG system payment for DRG and psychiatric cases amitted after June 30,

1996, and discharged within the hospital fiscal year times 1/3.

(4) DRG sysem payment for rehabilitation dams having a "from" dae of July 1,
1996, or later and a "through” date within the hospitd fisca year times 1/3.

(5) Paid days from the cases and clams in subdivisons 1 a (3) and (4) of this
subsection, times the revised system per diem that is effective on July 1, 1996,

times 2/3.

b. DSH rembursement shal be equd to pad days from the stat of the hospitd
fiscd year through June 30, 1996, times the DSH per diem effective before duly 1,
1996. There shal be no settlement of DSH after July 1, 1996, as the lump sum

amount shall befind.

c. Pass-throughs shdl be settled as previoudy based on adlowable cost related to

dayspaid insubdivisons 1 a(l), (2), and (5) of this subsection.
2. Settlement of a hospitd's second fiscd year ending after July 1, 1996:
a Operating rembursement shdl be equd to the sum of the following:

(1) Days occurring in the hospita fiscd year related to admissions that occurred

before July 1, 1996, times the revised system per diem that is effective a the time.
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(2 DRG sygem payment for DRG and psychiaric cases discharged in the

hospitd fisca year, but before duly 1, 1997, times 1/3.
(3) DRG sygem payment for rehabilitation clams having a "through" date within

the hospital fisca year but before July 1, 1997, times 1/3.

(4) Covered days from the cases and claims and in subdivisons 2 b and ¢ of this
subsection, times the revised system per diem that is effective on Jduly 1, 1996,

times 2/3.

(5) DRG sygem payment for DRG and psychiatric cases discharged from July 1,

1997, through the end of the hospital fiscal year, times 2/3.

(6) DRG sysem payment for rehabilitation clams having a "through" date from

Jduly 1, 1997, through the end of the hospitd fiscal year, times 2/3.

(7) Covered days from the cases and claims and in subdivisons 2 a (5) and (6) of
this subsection, times the revised sysem per diem that is effective on July 1,

1997, times /3.
b. DSH reimbursement shdl be the predetermined lump sum amount.

c. Pass-throughs shdl be sdttled as previoudy, based on dlowable cost related to

days paid in subdivisons 2 a(1), (4), and (7) of this subsection.
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12 VAC 30-70-470. Underpayments.

When the settlement of a hospital fiscal year indicates that an underpayment has occurred, the
state agency shall pay the additional amount to the hospital within 60 days of completion of the

settlement.

12 VAC 30-70-480. Refund of overpayments.

A. Lump sum payment. When the settlement of a hospital fisca year indicates that an
overpayment has occurred, full refund shall be remitted with the cost report. In cases where the
state agency discovers an overpayment during desk review, field audit, o find settlement, the
state agency shall promptly send the first demand letter requesting a lump sum refund. Recovery
shal be undertaken unless the hospital disputes the state agency's determination of the
overpayment. If the hospital disputes the state agency 's determination, recovery, if any, shal be
undertaken after the issue date of any administrative decision issued by the state agency after an

informal fact finding conference.

B. Offset. If the hospital has been overpaid for a particular fiscal year and has been underpaid
for another fiscal year, the underpayment shall be offset against the overpayment. So long as the
hospital has an overpayment balance, any underpayments discovered by subsequent review or

audit shall also be used to reduce the remaining amount of the overpayment.

C. Payment schedule. If the hospital cannot refund the total amount of the overpayment (i) at
the time it files a cost report indicating that an overpayment has occurred, the hospital shall
request an extended repayment schedule at the time of filing or (ii) within 30 days after receiving

the DMAS demand letter, the hospital shall promptly request an extended repayment schedule.
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DMAS may establish a repayment schedule of up to 12 months to recover al or part of an

overpayment or, if a hospital demonstrates that repayment within a 12-month period would creste
severe financial hardship, the Director of the Department of Medical Assistance Services (the

director) may approve a repayment schedule of up to 36 months.

A hospital shall have no more than one extended repayment schedule in place at onetime. If an
audit later uncovers an additional overpayment, the full amount shall be repaid within 30 days
unless the hospita submits further documentation supporting a modification to the existing

extended repayment schedule to include the additional amount.

If, during the time an extended repayment schedule is in effect, the hospital withdraws from the
program or fails to file a cost report in a timely manner, the outstanding balance shall become

immediately due and payable.

When a repayment schedule is used to recover only part of an overpayment, the remaining
amount shal be recovered by the reduction of interim payments to the hospital or by lump sum

payments.

D. Extension request documentation. In the request for an extended repayment schedule, the
hospital shall document the need for an extended (beyond 30 days) repayment and submit a
written proposal scheduling the dates and amounts of repayments. If DMAS approves the
schedule, DMAS shdll send the hospital written notification of the approved repayment schedule,

which shdl be effective retroactive to the date the hospital submitted the proposal.

E. Interest charge on extended repayment. Interest charges on the unpaid balance of any
overpayment shall accrue pursuant to 8§ 32.1-313 of the Code of Virginia from the date the

director's determination becomes final.
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The director's determination shall be deemed to be final on (i) the due date of any cost report

filed by the hospital indicating that an overpayment has occurred, or (ii) the issue date of any
notice of overpayment, issued by DMAS, if the hospital does not file an appedl, or (iii) the issue
date of any adminigtrative decision issued by DMAS after an informa fact finding conference,
regardless of whether the hospital files a further apped. In any event, interest shall be waived if
the overpayment is completely liquidated within 30 days of the date of the final determination. In
cases in which a determination of overpayment has been judicialy reversed, the hospital shdl be
reimbursed that portion of the payment to which it is entitled, plus any applicable interest which

the hospital paid to DMAS.
12 VAC 30-70-490. Medicaid Hospital Payment Policy Advisory Council.

In order to ensure the ongoing relevance and fairness of the prospective payment system for
hospital services, the Director of the Department of Medical Assistance Services shall appoint a
Medicaid Hospita Payment Policy Advisory Council. The council shall be composed of four
hospital or hedth system representatives nominated by the Virginia Hospital and Hedthcare
Association, two senior department staff and one representative each from the Department of
Planning and Budget and the Joint Commission on Healthcare. This council will be charged with
evauating and developing recommendations on payment policy changes in areas that include, but
are not limited to, the following: (i) utilization reductions directly atributable to the 1995
Appropriations Act Uutilization initiative and any necessary adjustments to SFY 1997 and 1998
DRG rates; (ii) the update and inflation factors to apply to the various components of the delivery
system; (iii) the treatment of capital and medical education costs; (iv) the mechanisms and budget

implications of recalibration and rebasing approaches; (v) the disproportionate share payment
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fund and alocation mechanisms; and (vi) the timing and find design of an outpatient payment

methodol ogy.

12 VAC 30-70-499. Reserved.

CERTIFIED:

Date Dennis G. Smith, Director
Dept. of Medica Assistance Services




